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High mortgage interest rates have Helped: create’ ‘a: situation: in. which — 
economic rents far exceed market. rents: . That is, the ‘cost of" ‘producing: new 
rental units results in rents that are higher than people are either willing or able : 

~estovafford. As°a result, the private sector. has» dramatically: curtailed its 
. production. of-: rental : units; except. when subsidies from: federal or provincial 


governments can:be:obtained. ..- 


_ In response to:-this situation, the Government: of Ontario implemented the 
Ontario Rental Construction Loan Program: (ORCL)... The: program, which was 
introduced in January of 1981 and terminated, as scheduled, in December of the 

-. same year, offered. interest-free loans to:the building. industry in-an attempt to 


-.. stimulate. the construction of greatly needed rental accommodation, © ..6'> 


This -paper. provides a preliminary: evaluation: of: the ORCL: program, in . 
order to draw. some: ‘conclusions: about ‘its. effectiveness. and: impacts. These _ 
ae conclusions may: prove: to be ‘of:broader’: national: interest, given: “the: ‘similar ity 2 


between the ORCL program and the Canada: Rental. ‘Supply Plan, a> federal : 


ef 2 








wae ‘initiative. announced. in. the . Noveinber:: 198! budget. en comparison” of both 


nagdecsit ? 5 g 3 = a Pe de D Fi 5 v i ide e de 4 n ‘+ he e@ ap D fendi i x Qs 


~The primary source of this similarity lies in the nature of the assistance. : 


mechanism built into both housing programs. Each offers assistance in the form 
of interest-free loans designed to encourage the private sector to build rental 
accommodation. While differences’ do exist between the programs in terms of 
assistance levels, eligibility requirernents, and administrative procedures, 
similarities are strong enough to permit an evaluation of ORCL to lead to a more 
informed understanding of the Boreas impacts of the Canada Rental Supply 
Plan. 


Program Description — 


Although the ORCL prograrn was only in effect for one year, it underwent 
a significant revision during that period largely as a result of a rise in interest 
rates. Originally, when mortgage interest rates were 14% to 15%, ORCL offered 
‘a 25-year interest-free loan of $4,200 per unit. The. Ontario government 


allocated $42:million to the program at this time. 


However, when. interest rates reached 18% to 19% in June, the !tnterest- 
free loan was raised to $6,000 per unit, and the total funding for the program 
was increased to $90 million. In addition, a number of other significant changes 
were made to the program. A list of these changes, as well as a complete 
description of the. guidelines and: objectives of the Ontario Rental: Construction 


-Loan Program:can be found in Table 1. 


While rising interest rates seemed to play the major:role in precipitating 
changes to the program it is possible that political factors may have added an 
additional impetus. The various modifications were made just over a week 
before the 1982 provincial election. Even the timing of the original program, 


-- which -was announced just over two months prior to the election, led observers 


“such as: John Sandusky, President of the Toronto Homebuilders Association, to 


-,. describe ORCL as an “election reality". i 
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~ 9. $42 million allocatedto 0. $90 million allocated to... 


) Supp range 10,000 units @) ae aes pales {5,000 units 


o 35, 000. person-years oe employ- . ge 5, 500° person- years of employ- 


ment to be a. cee Ment to be generated 


0 Maximum assistance Joan A aa: © Maxirnum assistance loan 
$4, 200 per unit : 7 36, 000 per unit 


O. Repayment a loan: to. 6 eein in. 1.0. Repayment of loan to begin in 
Lith year of 25- year serene 0 16th year of 25- ~year agreement 
te) Repayment period 15 years | 9. Repayment period 10 years 


0 Assisted ‘housing requirements 9 Assisted housing require:nents 
| 15% of allt Units’! bese) eed) Geese 20% 0 of all units 


9 Wesictaice given in the torn. Of oe 
“ interest-free loan oo : 
* 9 Where” local need” existed, ‘units. had to be 


- provided | for the disabled 


: Go Proiece. costs.. had. to. rie | within CMHC's 


4 maximum ‘unit prices” 


| - 0 Area must have | a vacancy rate of 3% or less to 


i < | : . P be. eligible. 
20 Rental projects had to contain at least : six units 


e 0 Adult, only buildings, condominiums and private, 
‘ public ‘and ‘Co- ‘operative ‘non- profit projects 


~ were not eligible 
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Sources of Subsidy 


In order to close the gap between economic rents and inarket rents, housing 


prograins can take advantage of a Variety of ‘subsidy mechanisms. 


ORCL, like 


the federal Assisted Rental Program of the mid 1976's, not only offered investors 


interest-free loans but-also allowed them to capitalize on tax incentives outlined 


in the Federal Income Tax Act. 


investors could benefit frorn subsidies offered from a nurnber of sources: 


O 


Interest foregone on interest-free loans. Under 
“both the original and revised versions of the 
. program, interest-free loans were given out for 

‘a term of 29 years. The interest foregone on 
_ this loan over the 25-year period represents one... 

source of subsidy i in the ORCL program. 


Accelerated depreciation throug 





building i is sold, the tax saved on the CCA is the 


‘same as an interest-free loan. The foregone 


interest on this amount is another source of 


_ Subsidy associated with the ORCL ‘program. 


MURB tax shelters. Under the Capital Cost 
Allowance provisions of the Income Tax Act, 


Multiple Unit .Residential Buildings . (MURBs) 


were identified as a special class of asset. 
investors in MURBs were allowed to deduct 
their Capital Cost Allowance losses from other 


income for taxation purposes. ORCL investors 


with high marginal tax rates, therefore, were 
able to shelter some of their income frorn 


_ taxation by tying in. to the. MURB. provisions. 


The tax exemptions that could be achieved 
through this tie-in with MURBs jis another 
source of subsidy available to those who 
participated ‘in the ORCL program. This 
subsidy was so attractive to investors that in 


“the three months prior to the cancellation of 


.. the MURB provisions, a tremendous increase in 


‘construction starts under ‘the ORCL spleen 


took place. 


Deductibility of Soft Costs. A final source of. 


subsidy available to ORCL investors can be 


gh the Capital 
Cost Allowance. Owners of rental buildings ~ 
- such as .those produced under ORCL, were... 
eligible under the Income Tax Act to ‘deduct 
... depreciation expenses (capital cost allowances) . | 
at a rate which exceeds actual depreciation. 

_, While this allowance must be paid back when.a.. 


Through this stacking arrangement, ORCL 


baal 


=e 


- found in the . provisions ._ concerning — the 
oR ~ deductability of: soft. costs (e.g., architect fees, 
>. interest. during construction, etc. ). Under these 
. §: provisions,: investors. in. syndicated. new. rental 
buildings were allowed to: deduct..soft costs 
from income in the taxation year they are 
incurred, ie than having these costs 
capitalized “the building: value ~~ and: 
. depreciated over time.. The interest lost by the. 9.0... 
government through these. provisions represents 
~-a further source of subsidy.4° > es. oS 
| "any. of the eipsidies ieee above do not stem directly from the terms of 
the ORCL program itself. Instead, they. have their origin in tax incentives built 
into the federal Income Tax Act. However, this does. not suggest that they 
should be excluded. from. ‘an. ‘evaluation. of ORCL. ~ Unless developers already 
owned serviced land, the ORCL joan subsidies: were “usually not large enough to 
Stimulate | rental construction. on. their owns: : The. Joan. tevels were explicitly 
designed to be stacked with: the various: tax breaks available frorn the federal 
government, cin order. to. ) comprise. a financial "package attractive enough to 


stimulate Construction. » To a waa a 


As: a: consequence. of ‘his: arrangement, however, many. of the. benefits from 


the: e'supply. side of the: ORCL program have. gone: to: investors with. high. marginal 


a tax rates... These. investors ‘purchase. ORCL. projects. with. MURB: certificates 


.$Olelyon the basis of the tax shelter. aspects of the.-asset.. This: fact is: cause for 


-., concern.over how the benefits of such programs are distributed. 
-, Cost.to the Government... | 


As with any program, an evaluation of its iinpact must consider the degree 
of government. support. required to achieve. these | results. In order to-evaluate 
the effectiveness ‘of ORCL, therefore, the ‘Cost: of. each of the subsidies listed 
above must be. calculated. . City of. Toronto Housing. Department report titled 


Housin 





Subsidies to Private Developers (January 18, 1982) performed this 


analysis and | produced the: following results: oe 


O Annévedt:doregene: on ORCL loan gives subsidy 
of 5.6% of capital cost of project. The study 
determined that the ORCL subsidy component 

of the total subsidy package is the equivalent of 


can eh 6 


pay ae 


ea cash grant of $4,529 per unit. Using cost 
“ estimates consistent with the restrictions of 
~ ORCL from several projects, it was found that 
_ this subsidy represents >. 6% of: ‘the al Ags cost 
| oT nS project. | 


The subsidy eau of the ite federal income tax incentives are more 
difficult to calculate due to the fact that they - ‘are. a direct function of the 
income from all sources of the ORCL investor. Nevertheless, estimates of the 
value of these subsidies have been generated Dy USING some reasonable 


assumptions about investor income. 


o CIPREC puts value of federal tax incentives at 
~~ 25 - 30% of project cost. In a brief submitted 
to the federal | “governinent, the Canadian 
Institute of Public Real Estate Companies 
estimated that the value of federal tax 
_ Incentives. was’ approximately 25 - 30% of ......_. 
project cost. Of this figure, the deduction of 
capital cost allowance accounted for 8 - 10%, °° > 
the deductability of soft costs 12 - 14%, and. 
interest expense provisions 5 - 6%. 


~- To complete a meaningful analysis of the cost of the ORCL program to the 
“public purse, a relative measure is needed which contrasts the costs of ORCL to 
“those of other housing programs. In this case, data is available from the City of 
~ Toronto Housing Department, which compares the subsidy costs:of ORCL with 
those of the federal. government's private, public and co-operative non-profit 
housing programs. The comparison is facilitated by the fact that ORCL units 
have to fall within the maximum unit prices established under these programs. 


In comparing the programs, it was found that: 


o ORCL is slightly less expensive than. the non- 
profit program. Once again based on 1981 cost _ 


estimates from several projects, it -was 
“determined that’ the total ORCL subsidy 
7 (including federal tax.incentives). is equivalent : 
to a per unit grant of $30,669. This compares 
to a $31,438 per unit grant for a non-profit 
PeReh ® a difference of shite a om) peut unit. 


am 


_ Impactsof ORCL. 


Before any conclusions can be drawn about the ORCL program, the real 
impacts it generated in trying to meet its objectives | must be examined. These 
impacts can be classified d under the headings ¢ of t supply, affordability, and special 
housing needs. ; "i * : = 


) Supply. se os, a 


housing. The Ministry a  hauecipal + Affairs ane cee records that 16,715 
_- construction: starts have taken place under the ORCL program as of April, 1982. 
sis However, using the Ministry's definition of."starts", it -is- difficult to: foresee how 
© many: units will actually ‘be. completed. Fluctuations: in interest rates: and 


=" changes in=tax shelter subsidies could reduce this number. ~The category: with the 


~< highest potential rate of cancellation is perhaps: those ‘units’ "started" in: the last 


three months of the year in order to beat: ‘the: MURB: cancellation ‘deadline 
oe 31, 1981). 


Another difficulty stems from the problem of determining the number of 


“synits: which would have: been built ever without: the ORCL program. While many 


“ORCL applications’ were turned down because the project's: feasibility did: not 


- depend ‘on ORCL assistance, it is possible that'a number were: acer niee® that may 


have been constructed anyway. 


Despite. these factors, ORCL has been generally successful in terms of its 
objective of “increasing the supply of ‘rental housing... Developers and investors 
did take advantage: of: the. program to build’ rental units. ‘However, concern can 
be raised about. the results achieved by” ‘ORCL. in. stimulating construction in 
some of. the province's: tightest: rental markets. This: is: ‘especially true for the 


municipalities originally singled out by ‘the Minister of Housing when the program 


was announced: _ Metro Toronto, Hamilton, Kitchener, Sudbury and Thunder Bay. | 


(For a ort of the press release. announcing. ‘the  PROseayty: “see the appendix. ) 
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An examination of Table 2, which outlines the percent of ORCL starts in 


the larger Ontario municipalities, leads to the following conclusion: 


0 ORCL has had limited impact on many of the 

| «municipalities in which the rental crisis is most 
severe. Although it was promised that ORCL | 
would stimulate rental construction in areas 
with particularly tight vacancy rates, it has 
generally failed to do so. The City of Toronto, . 
for example, with 6.9% of the provincial 
population and a vacancy rate of 0.4%, only 
received 0.2% (41 out of 16,715) of the total 
number of starts under the program. sis 





-Perhaps an even more obvious example of the very. poor location of ORCL 
subsidized rental starts is the program's performance in Metro Toronto. It was 
originally: announced that approximately half of the units. would be produced in 
Metro Toronto, As of April, 1982, approximately 1,350 units, or only 8% of the 
-. total, had been started in Metro Toronto. This represents a shortfall in ORCL's 


- objective of-apprimately 7,000 units. 
b) Affordability 


- Supply considerations. were not the sole objective of ORCL. ‘In addition, 
the units. constructed under the program were to be targeted for low to moderate 
- income -households.... A\ number of mechanisms were incorporated into. the 


program in order to achieve this objective: 


o...Control exerted over the initial year rent levels 
in ORCL projects. Under ORCL, owners were 


required to enter into an agreement with the ~ 
Ontario Mortgage. Corporation. (OMC) over =the. - 
level of rent to be charged in the first year of | 
‘the project. This was done to ensure that the 
 ..-units would. be marketable and affordable. for: — 
| moderate income households. 


..O..Units had.to fall within -CMHC's Maximum Unit 

_ Prices. As a further method of attempting to 
ensure that assistance offered through ORCL 

did not go towards producing units which would 

be beyond the means of moderate income 

households, restrictions were imposed on 

construction costs through the use of CMHC's 
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Maximum Unit: Prices: (MUPs). The MUPs are 
designed to represent a realistic cost for 
_... modest sized housing with limited amenities (a 
Vist of the ‘applicable MUPs*can be found: in the 
press release in the appendix.) 






o. Projects. required. to..have an. assisted. housing: 
component. Under the terms.of the revised 
ORCL program, 20% (15% in the original 

~ wersion) of the units in any given project had to! ° ss. .80.% 
be offered..as assisted housing under the Rent. 
Supplement Program if a local need could be 


shown to exist. 





It was also hoped that ORCL would have an indirect influence ‘on the 


: ‘affordability of rental accommodation in general by increasing the supply: ~ 


How effective are these ineasures in controlling the rents charged'in ORCL 
“projects? While actual rent data could not be obtained for projects ‘under: the 
“ORCL prograin, some preliminary conclusions can be drawn regarding the 


effectiveness of these affordability controls: >: 


o ORCL owners free to raise rents in later years = 
of project. Although OMC exerted control over... e- oocs2.2% 
the rent levels to be charged in the first year of 
operation, ORCL owners aré free to increase.) 9. 
rents in future years. With such low vacancy | 
rates in many housing markets, there is little 
incentive for owners to continue to charge 

. moderate rental rates.....This. has. .been, .the 

~ experience of other private production subsidy 
programs such as the Assisted Rental Program 
(ARP). After the initial year of operation, | 
rents in ARP projects have risen to levels up to 
50% higher than average market rents.? 


o Insensitive Maximum Unit Prices (MUPs) have 
failed to produce affordable housing in’ some 
areas. Under the ORCL program, the province 
was divided into two regions, each with its own 
set of MUPs. However, because the MUPs 
applied to. such. large regions, they were: 
insensitive. to variations in. toca! matket. ~~. 
conditions. As a consequence, they frequently. 
failed to act as a constraint on the cost of the. 0. 
housing produced under ORCL. In other areas, 
such as the City of Toronto, the MUPs were too 
restrictive, and thus prevented units from being . 
built. | | 
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wey cosy TABLE 2. 
| “ORCL Construction Starts in Selected Municipalities 


Vacancy == KO Total % of ORCL 


Municipality .. ©... Rate’. ~—~_— Ontario Population Starts 


1.0 
03 


Brantford 220 


Hamilton: = 1.1. 
Kingston 1.3 
Kitchener... cs... . 1.6 - he 
‘London. 2.6. | ee 0: 
Ottawa | 0.4 
Sault Ste. Marie 23) 
sudbury ee ws 12D wa eee 
Thunder Bay’ - a | a z f Ste Tl 
Toronto (city)... «ss _ - 
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SOURCE: Ontario Ministry of Municipal Affairs and Housing 
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guarantee that assistéd housing 


lied. While project owners are required to 


me Fake: 20% “of the: units available -to local 


= housing’ authorities under the Rent Supplement. 


“Program; there’ is no guarantee that: these units: 


will actually“ becorie available to“ low: income: 
households. In some cases, local housing 


authoritiés “-havéebeen unwilling: to: accept the: 


units because they did not match the needs of 


a Ete Lilli eabrtoe ‘iy terms’ of either location, 


eT a 


OF Municipal: Affaits and: Hotising: ‘confirins that; 
'-=aS of April, 1982, 550 assisted units have been. 
. provided through ORCL and that 400-500-more 
“> will be available this: year. If-this proves to be 


the case; only 6.3% of ORCL units will be made. 


oc). eae Nees . es causen! 


available to low income households..on rent 
supplement. | 


units will-be™ 


“Under. both ‘the. “original and. ‘revised. ‘versions “of. ‘the: ORCL program, 


apprcor ately designed units were ‘to! have | ‘beer = made available to disabled . 


persons where local needs warranted. such, provisions. . While « data. on how many of 


these units have: actually been provided is currently unavailable, « a factor which 


may determine the extent of this. jinpact. can be identified: 


rs 


No ena oe exist ‘to ensure > that he 


needs of special groups are met. In their [98] 
study on ORCL,.the Housing Department. of. the. 


City of Toronto found that although ORCL 


__. Stated. that. specially designed units. should be 
. . made available, no formal rnechanisms had been. 


incorporated | into. the program to. ensure that 


~~ this actually; took aon 


Conclusion 


While the final impact of the ORCL program ‘cannot, as’ of yet, be fully 


demonstrated, the following, conclusions. can be drawn based on. the prograrn's — 


regulations a and on V the ‘Performance of the Program ¢ as sof t May, 1982: 


ae 9 
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3. 
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Su psidies over targetted _ 


There: are several forms of. eupeidies evanacle through the 
ORCL program .and.the income tax system... Most of these 
subsidies are going to investors in high tax. brackets. The higher 
the: tax bracket, we spr eatcs the sec) ae 


Private capital investment at public expense 


The doliae value of ihe inden est icec loan, portion of the subsidy 
is estimated to be equal to about.5.6% of the capital cost of a 
project (about $4,500 per unit).. The total subsidy available to 
ORCL investors through. the interest-free loans.and the federal 


tax incentives can represent roughly 30%.to 35% of the capital 


cost.of the project. Public subsidies are, therefore, paying for 


about 1/3 of the cost of a pana pony investinent with very 


few strings: attached. 


No long-term controls on affordability 


Except in the initial year, there are no mechanistns by ‘which to _ 


control rent levels. The imposition of maxirnum unit price 


levels to guarantee construction of srnodest quality housing is an 
“inadequate method unless there is a competitive rental market 
(i.e. vacancy rates of 3 to 4%). ae 


ee oe small assisted housing SOROS: | 


In view of ‘the high subsidy levels, it is not s unreasonable to. 
expect a significant proportion of the units to be allocated to — 


low income households on local housing authority waiting lists. 
It aeons that even the modest 20% requirement will not be 
achieved. | eee ey ere | 


Poor locational distribution of ORCL units e 


ORCL units have not been built in the localities with the more 
severe shortage of rental units. This may, in part, account for 
the ‘small percentage of units allocated ‘to low income 
households under the rent supplement program, That is, there 
rnay be limited demand for assisted units in the Communities in 
which ORCL units are being built. nat tor 


ORCL is only slightly less expensive than units cone under the 


-- hon-profit housing programs 


~ An analysis carried out by the City of Toronto of ORCL units © 
stacked with MURB: tax subsidies. indicates. that...the. total... 


subsidy levels are similar to those under the federal non-profit 
programs. Units built by municipal non-profit and non-profit 
housing co-operatives would have achieved ORCL's objectives 
more thoroughly. 
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APPENDIX 


A Comparison of the 


Ontario Rental Construction Loan Program (ORCL) 


‘and the 


Canada Rental Supply Plan (CRSP) 


(revised ORCL program data in parentheses) 


Program 
Characteristic 


Assistance mechanism 


Mortgage Term 


Repayment Period 
Begins | 


Length of Repayment 
Period 


Maximum Assistance 
Level 


Supply Target of 
Program 


Assisted Housing 
Requirement 


(under Rent Supplement 


Program) 


Units for the Disabled 


ORCL 


Interest-free ioan 
secured by 2nd 
Mortgage 


2) years 


Llth year of agreement 
(l6th year of agreement) 


15 years 
(10 years) 


$4,200 per unit 
($6,000 per unit) 


10,000 units 
(15,000 units) 


15% of units 
(20% of units) 


Special units "should" 
be made available, 
but not required: 


CRSP 


interest-free ioan 
secured by 2nd 
Mortgage | 


1> years 


{5th anniversary of the 
interest adjustment 
date of the Ist 
mortgage 

Must not exceed | 
remaining amortiza- 
tion period of Ist 
mortgage 


$7,500 per unit 
30,000 units 

33% of units 

5% of units must be 


designated for 
disabled. 










mmgon, Ministry of 
"| Municipal Affairs 
" and Housing 


The Ontario Rental Construction Loan (ORCL) 
program, which takes the form of interest-free 
loans to the private market rental industry, is 
designed to stimulate rental construction, 
primarily in areas with low rental vacancy rates. 

ORCL was introduced because of a shortage 
of rental accommodation, and to combat a | 
decline in private rental construction activity. 

Interest-free loans are available to assist in 
the provision of rental housing within specific 
price limits, and to help bridge the gap between 
what a landlord would have to charge in rent to 
make a project viable, and market rent levels: 

The second mortgage joans per eligible unit 
range between $4,200 and $6,000, depending on 
the final first mortgage interest rate for the pro- 
ject (see over). The ioans are for a term of 25 
years with repayments scheduled to begin in the 
16th year. 7 

Three thousand dollars of the loan will be paid 
when a project reaches the roof stage and the 
remainder after the final first mortgage interest 
rate has been established and the project is 
completed. oe 

For privately-financed projects, the loans will 
_ be based on the then-current Sect. 58 National 
Housing Act rate. 


Objectives 


The interest-free loan assistance is designed to: 

¢ Stimulate the construction of some 15,000 
rental housing units in Ontario. 

e Generate some 52,500 man-years of employ- 
ment directly and indirectly in the construc- 
tion and related industries. 

¢ Ensure that privately developed and managed 
rental units are stimulated in areas with low 
vacancy rates. 

e Encourage builders to ensure that some units 
are designed specifically for the disabled, 
where a definite need is shown. 

._ @ Make available some rent-qeared-to-income 

units for eligible low-income families, senior 

citizens and individuals where there is a local 
need. 


Locations 


The interest-free loan program is intended for 
municipalities with rental vacancy rates of three 
per cent or less. The assistance is also available 
in smaller and rural communities where rental 
units are needed. 

Consideration may be given to applying the 






program in other areas if special circumstances 
exist. For example, a municipality with an over- 
ail rental vacancy rate of above three per cent 
may have pockets of extremely low vacancy - 
rates. 

(Canada Mortgage and Housing Corporation 
April 1981 vacancy rates for privately-initiated 


rental units — Hamilton 1.1 per cent; Kitchener 
1.6; Oshawa 1.2; St. Catharines/Niagara 1.9; Sud- 
bury 2; Thunder Bay 2; Toronto .4). 


Unit eligibility 


The program applies to new rental construc- 
tion projects and to existing non-residential pro- 
perties such as schools or commercial buildings 
which are being converted to private rental ac- 
commodation, providing they meet certain con- 
ditions: 

e New construction projecis must contaln at 
least six units. | : 

® Participanis are required to offer up to 20 per 
cent of the units in any rental complex—not. |: 
to exceed 25 per cent of the units in any one | 
buiiding—to the local housing authority 
responsible for managing assisted housing in 
the community. Where there is a iocal need, 
those units will be allocated to eligible low- 
income families, senior citizens and in- 
dividuals on a rent-geared-to-income basis 
under the ministry's rent supplement program. 

* Residential units in new mixed residen- 
tial/commercial or retail projects may also 
qualify. 

e Where loca! needs warrant, appropriately- 
designed units should be made available to 
disabled persons. 

e Units must fall within maximum unit prices, 
which may be revised periodically. 


New construction projects are eligible, if 
footings or other base supports are in place at 
least prior to Jan. 1, 1982, or if the project was 
not above ground level on Jan. 29, 19871. 

The program does not extend to “adults-only” 
buildings, condominium projects, non-profit or: 
co-operative housing developmenis. 


Maximum costs 
Maximum unit prices have been established to 


ensure the assistance does not go toward the 
cost of “luxury” accommodation. 
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A $42 million provincial no-interest loan program to 
stimulate private rental construction “in areas of low vacancy 
eueee wae Bunsuncee osay by te Sine winee ee SOla uae Benneee. 

The Ontario Rental Construction Loan (ORCL) program, which 
takes effect immediately, will provide an interest-free loan of 
$4,200 per unit towards the construction of rental housing within 
ee Gee see Ss limits. 

Mge re optimistic (hat euie peecran oll veel eta ae ane 
as 10,000 rental housing starts this year," Bennett saias 

"Tn addition to Vatteying “Ee SESVERG “Std bade “of ae 
housing accctinddatiods ENED Seoddaa Hae “GHe poeddeiar doe °" 
generating 35,000 man-years of “etipioyment “id “ENE constvuction’ | 
and we@eeea Ghdecee tes" he aaase: 

“Purther, where there is a “definité local néed shown, we 
gid expect that specially-designed Wits for thé Wandicappea 
are included in the plans," he said, 

Builders will Seo DS peguived to Getez up to 15 pet cent 
of the units in ay Siodee wrens ieGat nouSeiae aut nortey 
responsible for managing assisted housing in the community. If | 
there is a neec Zor rent-geared-to-~income housing, these units 
would be se cated to eligible low-income families, senior 


citizens and. individuals who require rental assistance. 


toe - Tor-ensure-that-the new: -cental..accommodatian..15S..ava i labl e .. 
eee ee mone: he program will not be extended to 
ite orig. Gi aoe oon Serious to what could be classed 
as ‘luxury" accommodations," said. Bennett. 

"The loans will be an incentive to get rental projects off 
the ground, in .low-vacancy areas such as Metro Toronto, Hamilton, 
Kitchener, gndbury and. Thunder Bay," said Bennett. _" The 
assistance will also be available in smaller and rural communities 
where a need exists for rental housing. 

“We have consulted with representatives of the construction © 
industry, lending institutions and the mortgage insurance — 
ercinees during the development of the program and have been 
gratified by their positive responses," Bennett said. 

The program, to be administered by Ontario Mortgage 
Corporation, will operate with a minimum of red tape. | "We are 
limiting our regulaticnis ian order to allow the private sector 
the greatest possible flexibility to ensure the units consumers 
require will be built as quickly as possible. 

© “We are providing the interest~free loans. It will be up 
to the developers, the lengers and the mortgage insurance people 
to see how these funds can best assist developers to come in at 


market rents," he said. 


(more) 


New construction projects must contain at least six units 
units must fall within maximum prices established by Canada: OS 
Mortgage and Housing Corporation for non-profit housing last 
ctisieean: eee en BO wise OE adele e's Se a a ee ee oe 
one-bedroom, $44, 5 500; 7 Ewe pédieom,: $48, 500; third: oe mete: 
bedrooms, $53, 000. bat ues remaining a areas: of the province, 
the maxinon’ fisbag See eu 0b, $44, 000. and $47, 500 eee, 

The Loane! wiz ais a onde Wad existing non-reskdential 


properties Siichsas-eehoors Gr sommerci#l buildings are béing . 2°" 





converted to private rental ‘accommodation. ©. = 
We arg Eoumitted to cncduraging the better use of exdcti%s 
properties, and in some downtown areas, there is. great potential | 


for: this OE oe ORS, BRNO RO 


The program wilt ‘not apply co: ‘condominium projects, 


- non- “profit, Or co" operative housing “developments. _ 
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By JACK WILLOUGHBY 


Ontario Government 
housing officials are in 
the formative stages of 
designing a proposal to 
provide interest-free 
builder Joans on new 
apartment projects to 
fet rental production 
rolling in tight markets. 

John Burkus, execu- 
tive co-ordinator of poli- 
cy and program devel- 
opment for the Ontario 
ane ete of Housing, 
said the Government 
will canvass the opinion 
of key businessmen and 
forward a package to 
Cabinet in mid-January. 
If the program is ap- 

roved, it would be 
implemented soon after 
to get the stimulative 
impact as soon aS possi- 
ble. 

The loans would help 
offset high = interest 
rates, which make. the 
production of rental 
units uneconomic while 
rent controls are in ef- 
fect. One approach 
would be to give inter- 
est-free loans to ail clas- 
ses of builders in Ontar- 
id centres where 3 per 
cent or less of the total 


_. Canada 


rental space is vacant, 
he said. 

Cjaude Renaud, direc- 
tor of business develap- 
ment at Mortgage Insur- 
ance Co. of Canada, 
Toronto, said the prov- 
ince ts also talking 
about restricting the 
subsidy to cever no 
more than $200 a month 
in the unit costs of con- 
struction with -a ceiling 
on the total cost of a 
building that could qual- 
ify for a loan. 

He disagreed with the 
idea of such a cost ceil- 
ing because once ap 
phed it would eliminate 
apartment construction 
in| downtown ‘Toronto 
and force construction 
into the suburbs. High 
land prices make dawn- 
town construction much 
more expensive. 

Mr. Renaud said tne 
proposal would apain 
make the federal Multi- 
ple Unit Residential 
Building tax incentive 
effective as a construc- 
tion incentive. in the 
current high interest 


. rate market. The prov- 


ince’s proposal would 
help bring apartment 
construction in Ontario 
up from the Jevel of 15,- 
mn units a year, the rate 
since 1979, he said. 
Apartment construc- 
tion has suffered tn the 
current | environment. 
Mortpage and 
Housing Corp. reported 
that the seasonally ad- 
justed annual rate for 
apartment construction 
starts across the coun- 
iry in December 


Shortages — in 


have 


BUILDING AND | 
REAL ESTATE 








dropped to52,400 multi- 
ple units, from 66,300 tn 
November, : 

Not all house builders 
are happy with the prov- 
ince’s proposal. John 
Sandusky, former presi- 
dent of the Torontoa 
Home Builders Associa- 
tron, has caHed the pro- 
posal an election ploy 
and has advocated the 
removal of rent controls 
to avert the critical 
rental 
Space. Rent control fore- 
es landlords tu justify 
any increase above 6 


per cent to the Govern.- 


ment in ali but new proj- 
ects. | 

The full details of the 
rovince's proposal 
not been worked 
out yet, but Mr. Burkus 
said the interest-free 
loan would” effectively 
write down -the interest 
rate for long term fi- 
nancing on new apart- 


‘ment projects to about 


1] per cent from the 
current [7 per cent 


range. 


The loans would likely | 


be repayable over a 
period of up to 10 years 
and would provide build- 


ers with the tax advan- 
tages of claiming inter- 


est rather than the pos- - 


sibility of paying tax on 


a grant, Mr. Burkus 
said, ; 
Mr. .Renaud — said 


these interest-free loans 
would likely be praduat- 
ed, giving borrowers 
smaller: amounts each 
successive year. Then 
there would be a lull 
before repayment would 
start — probably 10 
years after the loan was 
first issued. . 

Initial projections 
indicate such a subsidy 
would result in construc- 
tion of 5,000 units for the 
province this. year. in 
markets that sorely 
need the stimulus pro- 
vided by construction of 
rental housing. Metro- 
politan Toranto would 
qualify as one of these 
distressed centres. 

The dramatic escala- 
{ion in mortpape rates 
has all but eliminated 
the beneficial effects of 
the federal Govern- 


tur that 


ment’s renewal-.-of its. 


MURB subsidy, which 


was expected to add an 


extra 10,000 units in 
‘W981. | 
Mr. Burkus said the 


provincial proposal, as 


it now is envisaged, 
could be added to the 


federal MURB package . 


to provide a rate of re- 
makes con- 


struction possible = in 


today’s climate. 


High interest rates 


- contribute to the high 
construction 
‘Metropolitan 


costs. of 

Toronto 
apartments. The associ- 
ated total costs of build- 


_Ing a new unit in Meiro- 


politan Toronto mean a 
builder would have to 


charge $700 on a two- 
‘bedroam 
. break even, in a market 
where the prevailing 
‘monthly rent is $480. : 


apartment to 


Mr. Burkus said 


builders would likely be 


required to make 20 per 
cent of the units in their 


project available for the 


Government’s rent. 
geared-to-income = pre 
pram, which in- turn 


would sublet these units 
to families in need of 


-rental accommodation. 


Both the federal Gov- 
ernment and the prov- 
ince share the costs of 
bringing these  subsi- 
dized units up to mar- 
Ket. 

it is. not clear 
would administer the 
proposal if it is ap- 
proved. Provincial offi- 
clals would like to see 
the lenders help by lend- 
ing to buitders at the 
subsidized rate and 
going to the province for 
the difference, but this 
may not be possible. 
Lenders have normally 
balked at taking respon- 
sibility for handling 
provincial programs, 
but their reaction re- 
mains to be seen. A top 


who 


level meeting between 


businessmen and hous- 
ing officials is expected 
Monday. 


‘Another alternative 


would be to have the 


builders pay the full 
rate and have the prov- 
ince lend directly to 
them in order to offset 
the high costs of con- 
struction. 
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: By B By! Pat vat MeNenly Toronto-Star 


AS. many as” 10, 000° badly needed 


 Metro.area apartmel. t units and tens _ 
of thousands: of new jabs could, be” 
- created’ ‘out: of recent” federal and 
provincial rental housing assistance. 
=. schemes; says ae Major Canadian 
ee developer. oe 


oo the Richard: ‘Shift, ‘aie of ° 
- Bramalea: _Ltd., said. in.an: interview. 





= yesterday: his: firm: alone probably: 
- WHE: build more «than: 1,260° rental: 
“units: ur the. Metro: area, providing | 
“jobs: for’5,000: people over the next’ 
{wo years, as a result, of. the two Bove’ 
: ernment. programse.: §. ; 
“He was referring to: tax: breaks fore 
investors in rental apartments: pro- 
vided in last fall’s federal budget, ~ 
and:.interest-free:loans:'to: Soha : 
pare construction. introduced’ 
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this year by. ‘the Ontario governs tt 

= ment. = es, 

‘The. province saneeee: is? 42ers 

“milion loan-program on Jan. 29 ands. 6 se foc 
tastweek" Premier William’ Davis:(. “uo Ge) s.aehe oY Gea Beeb 
~said- an additional $21° million was oo. ~ 

“being pumped in because the origik 

‘nal amount had been: snapped up by 0 

builders: The provincial’ program’ 


Covers a total of 15,000 new units. 


© ShiTE said the combined We ete ee Or eee ee 














_ should make a-big dent:in: Metro’s® ©: 

- housing crisis and: — if continued:be: a if 

.. yond present limits — create enough? 
new rental: housing in’ Metro: to Ter. 8 
move the need: for rent controls: :: Be 
Bramalea; a’ Canadian-owned’ ‘si 

company with’ assets of more than’: > 

.... $500.-million.. in addition to building - 

©. homes: and: apartments, | operates 


cae shopping centres; industrial. parks 


“ andoffice towers, owns major hotels 





eal dow: Contact: aly. onk 
those ere built before J 

















‘The vacancy rate. tin aes ‘apar 
ments. hit. a low of 0.6: per cent = 






- past bund ea hal ar 
n terest band i building costs. 
T 





Continued from page Al 


rental apartments built comes at a 
time when Metro house prices have 
begun to take off because of. the 
shortage of rental apartments cou- 
pled with a drastic cut in the inven- 


tary of unseld new homes in the- 


Metro area. 


“lam glad the province has recog--, 
imminentcrisis~ 


nized the terrible nent ct 
and has seen fit to get more Tental 
housing produced,” said Michael Gal- 
way, executive director of the Cana- 
dian Institute of Public Real Estate 
Companies, which represents most 
of Canada's. major. developers. and 
major mortgage lenders. “Let's hope 
we get enough built so we don't need 
rent controls and don't-have to con- 
tinue to have these bail-outs.”. 

The federal: scheme, 
MURBS (for multiple unit rental 
buildings}, gives a tax shelter to 


high-income people investing in rent+ > 


al projects; whilé-the Ontario pro- 
yram provides a $4,200 per unit 
interest-free Joan, which, in. effect. 


reduces: eurrent ‘Interest? rates: of 
around :16°to°l8*per. centsto 13: to: 14 


per cent for the firstfive years. 
shiff said the government assist- 


10,000 rental units 
predicted { or | 


“cance won't help apartment construc: ie 
tion in the city of Toronto because of © - 
the high cost of land. But it should 
result-in new rental housing in Sear-.. 
borough, North York and Etobicoke, 
as weil as-in municipalities border- 
“ing on Metro. He said he plans to go 
ahead with five buildings Ww ith a total 


‘Known as © 








etro 


of 1. 240 rental units. - 
-Builders say¥ 


opers holding serviced land. 

“For anyone who has zoned land 
it's the only ball game in town,” said 
Herb Stricker, president of Heath- 


__ cliffe Developments Ltd. and. treas- 
urer of the. U rban. Development 


Institute. 


Stricker, a medium: “size developer, 


“said he has a site now poing through | 
rezoning and is trying to decide 
_ whether to: go ahead: witha con- 
_.dominium project or tucbulld rental -. 
units under the programs. 

Huwever; several of the giants ines 


the Metro apartment buliding and 
rental field weren't enthusiastic 


_ about building rental projec is under q 
2 ee new programss. = S 
‘Neil Wood,: ‘president of ‘Cadillac 


Fairview Corp., said there is still a 
big gap between the rental rates 


the nov amend. 
‘schemes are of help mostly to: devel’ 





Th. views: Pairs Neil ‘Wood. left, doesn’ t een a boon: In 
apartment construction but J. Richard Shiff is more optimistic. 


“possible under the schemes and ‘the 
-cost-of putting up a new building. “! 
‘would -he surprised to see a large 


volume (of new- rental 


removed,” Wood sait: 


Harold Green, a partner in Green- | 
‘win Property Management, 
-owns and operates up to 15,000 rent- 


Which 


al units in Metro, also remarked on 


the. “still considerable spread" be- 
~ “tween. the subsidy and actual costs of 
“building in Metro. “Somebody’s pick- 
ing it up (the $63 million pr ‘ovincial | 
subsidy}. As fast as they announce it, 


a SS 





“someone grabs it, 


units: 
- produced). unless rent controls are 


"he said. 
Noting | ne ie Oi ZEr has ail Unsold 


‘built house and buyers are now 
ordering new homes from plans, 
‘Shiff said the crisis in rental apart- 
‘' ment is shifting to new home cun- 
struction. 


Bramailea executive vice-president 
Ben Swirsky advised that “people in 
a frenzy to buy shouldn't be misied” 
by today's shortage because more 
housing will be built. But it will cost 
more. “There's no question housing 
is getting more expensive and we 
have to accept this,” he said. 
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